SO                  THEORY OF INTERNATIONAL TRADE            CHAP.

hypothesi, produce but 15y. Now, when international
exchange commences at, say, 10,?; to I7y? aU units in
B which produce less than that amount are withdrawn
from the production of ;?/, and directed to that of x;
but those which produce IT"?/, or any greater amount,
remain employed as before. The law of diminishing
return may also affect A. Some units there may
produce 40?/, some 30y; but those at the margin will,
ex hypothesi, produce but 20y. The extended pro-
duction which results from increased demand will
probably lower the margin of cultivation, or, to speak
more generally, of production; but when the margin
comes down to I7y, there will be no further gain
by international exchange to A, so long as IT"?/ is
given for 10#. The law of increasing return oper-
ates in the opposite direction; thus, if the increased
demand for ?/, which arises from the growth of inter-
national exchange, causes it to be produced in A with
greater ease, so that each unit will produce, say,
25y, then it is clear that, in order to dispose of the
additional supply, y must be offered at lower terms ;
and it may also be inferred that if y be subject to the
law of diminishing return in B, as we have supposed,
some more units of B's productive power will be with-
drawn from the production of y and devoted to that
of x. It is of course not likely that the same com-
modity will be subject to such contrasted conditions
in two different countries. It is, however, possible
that the recent development of agriculture in the
United States and Canada has taken place under the
law of increasing return, and that its effect on British
farming is more noticeable, since the latter comes
under the law of diminishing return. The same con-